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Abstract 
 
 
The paper documents the evolution of the education finance system and the resulting 
implications on education system effectiveness in Korea. The Korean education system has 
successfully provided educated workers necessary for the rapid industrialization of the past 40 
years. However, confidence in the education system has deteriorated rapidly since the mid-
1990s, and deterioration of public primary and secondary schools, and low competitiveness of 
colleges/universities has become a serious social problem. Further decentralization of education 
finance, and introduction of a weak form of school choice are argued to be the main elements of 
education reform for primary and secondary education. For tertiary education, we suggest that 
demand-side financing, such as scholarship and research grants, instead of supply-side financing, 
need to be expanded, and that a coordination mechanism for government financing for human 
resource development from various ministries be . 
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1. Introduction  
 
 We will review how human resource has developed in Korea during the last half 
century, focusing on the role of the government. Forty years ago, Korea was one of the least 
developed countries. Now Korea becomes a rare example of countries that successfully 
transformed to developed countries. Behind this successful economic development, human 
resource development has played the key role.  
 
 The Korean education system has successfully provided educated workers necessary 
for the rapid industrialization of the past 40 years. General education at the primary school level 
supported by the Korean government played a great role.  
  
 Now Korea faces a new challenge to improve the quality of education. We need to 
improve the quality of public primary and secondary schools, and competitiveness of 
colleges/universities. Further decentralization of education finance, and introduction of a weak 
form of school choice are argued to be the main elements of education reform for primary and 
secondary education. For tertiary education, we suggest that scholarship and student loans and 
research grants need to be expanded, and that a coordination mechanism for tertiary education 
finance from various ministries be set up. 
 
 Korea achieved rapid expansion of education during the past 30 years. The number of 
high school students tripled from 590,000 in 1970, to 2,100,000 in 2000, and the number of 
students in post-secondary education increased from a mere 150,000 to 1,670,000 during the 
same period. Nearly all elementary students have continued on to middle school since the early 
1980s, and virtually all middle school students have advanced to high school since the early 
1990s (Table 1). Expansion of tertiary education is even more remarkable. As of 2000, the 
entrance ratio of general high school students to colleges and universities is 84%, which is the 
highest rate in the world. With the expansion of schooling, expenditure on education has 
increased dramatically, especially in the 1990s. The ratio of educational expenditure to GDP 
increased by 2% in the 1990s; from 4.9% in 1990 to 6.8% in 1998. Except for Denmark, Korea 
spends more money on education than any other OECD countries.  
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Table 1. Expansion of Primary and Secondary Education in Korea, 1970~2000 
Elementary school Middle school High school 
 No. of 
students Entrance rate 
No. of 
students Entrance rate
No. of 
students Entrance rate 
1970 5,749,301 66.1 1,318,808 70.1 590,382 40.2
1975 5,599,074 77.2 2,026,823 74.7 1,123,017 41.5
1980 5,658,002 95.8 2,471,997 84.5 1,696,792 39.2
1985 4,856,752 99.2 2,782,173 90.7 2,152,802 53.8
1990 4,868,520 99.8 2,275,751 95.7 2,283,806 47.2
1995 3,905,163 99.9 2,481,848 98.5 2,157,880 72.8
2000 4,019,991 99.9 1,860,539 99.5 2,071,468 83.9
Source: KEDI(2000) 
 
Table 2. Expansion of Tertiary Education in Korea, 1970~2000 
 No. of schools Enrollment No. of Teachers Student-teacher ratio 
1970 232 201,436 10,435 19 
1975 286 238,719 13,981 17 
1980 357 601,494 20,900 29 
1985 456 1,277,825 33,895 38 
1990 556 1,490,809 41,920 36 
1995 754 2,343,984 58,977 40 
2000 1,184 3,363,549 79,136 43 
Source: Kim (2001).  
 
Korea invests a vast amount of resource on education. According to OECD’s 
Education at a Glance 2001, the ratio of educational expenditure to GDP of Korea in 1998 is 
7%, which is 1.3% higher than the OECD average.1 Large private expenditure financing the 
rapid expansion of tertiary education has been the main factor which makes Korea a country 
spending a large sum on education.  
 
 
                                                          
1 Since the definition of education in OECD(2001) is more broad, the ratio in OECD(2001) is higher than 
KEDI(19). 
 3
Table 3. Trend and Structure of Education Finance of Korea 
Type of 
educatio
n 
Level of 
education 
Finance 
method Korea 
OECD 
Avg USA Japan
   1977 1985 1990 1994 1998 1998 2000 1998 1998 1998 
Public All levels  4.60 5.73 4.86 5.14 6.84 7.03 7.1 5.66 6.43 4.72
  Public 2.44 3.13 2.97 3.29 4.32 4.07 4.3 5.00 4.82 3.55
  Private 2.16 2.60 1.89 1.85 2.52 2.96 2.8 0.66 1.61 1.17
  0.00 0.07 0.09 0.12 0.15 0.10 0.5 0.40 0.40 0.75
 Public 0.00 0.02 0.02 0.03 0.05   0.43
 
Pre-primary 
Private 0.00 0.05 0.07 0.09 0.10   0.32
  3.82 3.98 3.44 3.47 4.21 3.95 4.0 3.71 3.74 3.03
 Public 2.22 2.59 2.47 2.73 3.37 3.15 3.3 3.47 3.40 2.78
 
Primary &  
secondary 
Private 1.60 1.39 0.97 0.74 0.84 0.80 0.7 0.35 0.35 0.25
  0.78 1.68 1.33 1.55 2.48 2.51 2.5 1.33 2.29 1.03
 Public 0.22 0.52 0.48 0.53 0.90 0.44 0.6 1.06 1.07 0.43
 
Tertiary 
Private 0.56 1.16 0.85 1.02 1.58 2.07 1.9 0.29 1.22 0.60
Private   0.70 0.90 1.20 1.80 2.90   
Source: KEDI(1977), KEDI(1982), KEDI(1985), KEDI(1900), KEDI(1994), KEDI(1998), OECD(2001).  
 
For primary and secondary education, with aim to achieve equity and generality, a 
heavily centralized system was established in Korea. Local units of the education system were 
established under the Ministry of education and HRD, not closely linked to local governments. 
Local governments provide less than 10% of the budget for primary and secondary education. 
Schools were virtually a lower unit of the Ministry of education and HRD responsible to deliver 
a standard, general education, not independent institutes with responsibility and autonomy.  
 
Two main functions of college/universities education and research have an externality 
problem. Without internalizing this externality, there would be less college/university education 
and research than the optimal amount. To correct this externality related to university education 
and to promote equity, governments of many countries provide subsidies to private schools, 
either a direct subsidy to a school based on the number of students, as in the UK , or indirect 
subsidies through government scholarships and student loans. In addition to these types of 
subsidy to university education, governments of many countries also subsidize university 
research. 
 
In Korea, private colleges/universities play a significant role in education and research. 
Private colleges/universities educate three fourths of students and perform around half of 
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government supported research. However, government subsidies for education at private 
universities, and government scholarships and student loans have been very small. As a result, 
private universities are heavily dependent on tuition for their revenue and some face financial 
difficulties. There exists near consensus as to the need for expansion of government finance for 
universities, but the specific form of government support is very controversial. The choice of the 
specific from general, grants, scholarships, or student loans is critical in determining the future 
of the tertiary education system.  
  
 As society transitions from industrial mass production to a knowledge-base, demand 
for education also changes from standard, general education; to education emphasizing quality, 
creativity, and diversity. This transition to a knowledge-based economy increases the importance 
of tertiary education institutions because they are the leading institutions for generating and 
disseminating new ideas, knowledge, and information. Unfortunately, the education system of 
Korea is not currently making a smooth transition, and we can frequently read news articles 
about the public education crisis. It is still true, though, that Korea’s education system 
successfully supplied human capital for the modernization of Korea, and that a centralized 
education system emphasizing a general, standard education is more effective for growth and 
prosperity in the early period of industrialization. This inertia of the current education system to 
new demand caused by vested interests and lack of human capital necessary for the new 
institutions (Lanyi and Lee, 2001; Lim 2001).  
 
 The rest of the paper is organized as follows. In Section 2, we document education 
finance for primary and secondary education. In Section 3, we overview education finance for 
tertiary education in Korea and compare it with the US and the UK. In Section 4, we report 
summary of preliminary research on allocation of research grants and the effect of government 
supports. Section 5, we discuss recent government reform efforts on human resource 
development in Korea. In Section 6, we summarize and discuss policy options.  
 
 
2. Finance for Primary and Secondary Education in Korea  
 
The size of expenditure for primary and secondary education in Korea is comparable 
to those of other OECD countries. Public (private) share of expenditure is relatively smaller 
(larger) in Korea than in other OECD countries. Smaller public expenditure for primary and 
secondary education, and relatively poor school facility/equipment environment imply a need 
for increasing public investment for primary and secondary education. It should be noted, 
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however, that education reform improving efficacy of public spending is much more critical 
than simply increasing public spending. 
 
Table 4. Finance for Primary and Secondary Education       (unit: trillion won, %) 
 2000 2001 
Total Expenditure 19.0 22.6 
 (100%) (100%) 
Central Government 16.0 16.6 
 (84%) (73%) 
Grants 9.1 13.0 
Educational taxes 5.9 3.6 
Local Government 1.1 4.9 
 (6%) (22%) 
Grants 1.1 1.4 
Educational taxes - 3.5 
Tuition and Local Gov’t Bond 1.9 1.1 
 (10%) (8%) 
Tuition 0.8 0.8 
Local Gov’t Bond 1.1 0.3 
Source: Ministry of Planning and Budget (2001). 
 
The key characteristic of primary and secondary education system in Korea is that it 
is highly centralized. More than 80% of the budget for primary and secondary education was 
financed by the central government in 2000. Local governments provided only 6% of the 
budget; the rest comes from tuition and others. Around 60% of the central government’s budget 
for primary and secondary education is general educational grants which are transferred to local 
education units. The education grants have increased from 11.8% of internal taxes2 to 13% in 
2001. Basically, educational grants are equalizing grants, though equalization of expense per 
pupil occurs partially due to the fact that the total amount of the grants is fixed at 13% of 
internal taxes. The remaining 40% of the central government’s budget for primary and 
secondary education is from educational taxes. Educational taxes take the form of surtaxes on 
liquor, a special excise tax, registration, property, etc. In 2001, around half of centrally 
administrated educational taxes were delegated to local governments, providing the initial step 
for decentralization. Actual decentralization to local governments, however, will not occur until 
the linkage between local governments and local education units are strengthened. Not only do 
local governments provide insignificant amount of finance to schools, but also they are not 
                                                          
2 Internal taxes is all national taxes excluding customs duties and ear-marked taxes such as transportation 
tax, education tax, and special tax for rural development. Internal taxes include income tax, corporate tax, 
inheritance tax, gift tax, valued added tax, etc.  
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tightly linked to local education units. Local educational units are semi-independent entities in 
charge of primary and secondary education in their locality. From consideration of political 
independence and specialization, local education units are not tightly linked to local 
governments, and local governments provide minimum amount of finance to education, usually 
only up to the amount of legal obligation. Considering that education is a local public good, 
strengthening the linkage between local education units and local government is essential, and 
local governments need to take greater responsibility in providing at least in facility and 
equipment.  
 
3. Tertiary Education Finance of Korea  
 
Financial support for tertiary education from the government has been relatively small, 
and private expenditure, mainly tuition, has been the main financing source for a rapid 
expansion of tertiary education in Korea. Table 5 documents the structure of tertiary education 
finance for Korea, the US, and the UK. In Korea, more than half of the finance for public 
colleges/universities is accounted for by government support, while less than 5% of finance for 
private schools is accounted for by government support. In the United States, public finance of 
colleges/universities’ heavily depend on government support, around half of the finance is 
accounted for by government grants. Private colleges/universities in the US also receive 
considerable financial support from the government. Note, however, that virtually all the 
financial support for private schools is in the form of research grants, not general grants. Unlike 
the US, the UK government provides a general subsidy to universities using a formula based on 
the number of students, subject-related factors, student-related factors, and institution-related 
factors (HEFCE, 2000).3 Both in the US and the UK, colleges/universities finance around 20% 
of their income from affiliated enterprises and hospitals.  
In Korea, tertiary education finance from the government has not been systematic, and 
even basic statistics regarding the amount and composition are not readily available. Lee and 
Woo (2001) estimate that the government invested around 3.3 trillion won, or 2.5 billion dollars, 
for tertiary education in 2000. The Ministry of education and HRD invested around 2.4 trillion 
won, 73% of the total amount. The Ministry of education and HRD provides not only operating 
costs to public colleges/universities (1.3 trillion won), but also research grants and related 
expenses to public and private colleges/universities (1.1 trillion won).4 Other ministries also 
provide 0.9 trillion won, or 27% of the total government finance for tertiary education. 
                                                          
3 The United Kingdom maintains a very centralized government finance system for tertiary education. 
4 This research grants and related expenses include not only research grants but also subsidies for 
facilities and equipment. We are forced to use this combined item since many government programs have 
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Interestingly, other ministries not only provide research grants and related expenses to 
colleges/universities, but also have colleges/universities under them and provide considerable 
amount of financing to the colleges/universities.  
This involvement of a number of ministries in financing tertiary education can be also 
observed in the United States. The US government financing of tertiary education, however, is 
more systematic, and an area for each agency is much more clearly established. Table 6 
compares government education finance for tertiary education in Korea and the US by the 
related ministry/agency. As mentioned earlier, both Korea and the US, unlike the UK5 have a 
diversified system and several ministries/agencies are financing tertiary education. However, 
scrutiny reveals several distinctions. First, the Ministry of education and HRD of us does not 
provide research grants, and almost all expenditure is scholarships and student loans. The 
Ministry of education and HRD delegated research finance to an independent agency, the 
National Science Foundation. Second, most recipients of research grants in the US are 
individual researchers, while the government of Korea provides research grants to universities 
or research institutes.  
 
Table 5. Sources of Finance for Universities and Colleges 
Korea(1999) USA(1995) 
 Public 
University 
Private 
University 
Public 
University 
Private 
University 
United 
Kingdom(1999)
Government funds 57.5 4.8 51.0 16.4 53.3
Education 37.6 0.6 48.5
Research 13.4 15.9 4.7
Tuition fees 42.5 66.8 18.8 43 11.9
Private gifts, grants, and contracts 9.0 4.1 9.1 10.7
Endowment income 11.2 0.6 5.2 
Sales and services 2.1 22.2 21.0 17.0
Other sources 6.1 3.3 5.3 7.0
 
                                                                                                                                                                          
research grant element and subsidies for facilities and equipment at the same time.  
5 Higher Education Funding Council is in charge of  
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Table 6. Financial Support to Tertiary Education from the Central Government, Korea and US 
 
Korea(2000) USA(2000) 
Amount Share Amount Share  
(In 100 million 
won, %) 
 
(In million dollars, %)
Total 31,558  100% Total 40,903 100% 
M of Education & HRD 23,595  73% Department of Education 16,524 40% 
 Operating costs for public U  
 Research and related expense 
12,747  
10,848  
36% 
31% 
  Student financial assistance 
  Family Education Loan Program 
9,363 
4,031 
23% 
10% 
M of Science & Technology 3,030  9% Department of Health and Human Services 10,210 25% 
Department of Energy 3,945 10%  Operating costs for public U  
 Research and related expense 
885  
2,145  
3% 
6% NSF 2,896 7% 
M of Commerce, Ind & Eng 1,855  6% Department of Defense 2,615 6% 
NASA 2,163 5%  Operating costs for public U 
 Research and related expense 
30  
1,825  
0% 
5% Department of Veterans Affairs 1,143 3% 
M of Labor 1,096  3% Department of Agriculture 505 1% 
Other agencies 902 2%  Operating costs for public U  
 Research and related expense 
1,066  
30  
3% 
0%    
Other agencies 1,982  6%    
Source: 1) Ministry of Planning and Budget, Budget, various issues. 
       2) US Dept. of Education, Federal Support for Education Fiscal Years 1980 To 2000. 
 
4. Allocation and effectiveness of Government Research Grants 
 In this section, we examine how well government research grants are allocated and 
how effective these government grants are in encouraging better performance in university 
research, using university-level data. The analysis in this section is an example of research-
based reform approach.  
 
4.1 Allocation of research grants 
In this section, we investigate co-variates/determinants of government research grants 
in Korea. We are interested in which, and to what extent, characteristics of a university are 
associated with the amount of research grants from the government. Characteristics examined 
are ownership (dummy for public universities), location (dummy for universities in Seoul 
metropolitan area), school age, school size (proxied by the number of students), and research 
performance (proxied by the number of SCI articles per professor). The dependent variables are 
the total amount of external research grants from both government and the private sector, the 
amount of total government research grants and related expenses, and the amount of 
government grants and related expenses by the Ministry of education and HRD, and that by 
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other ministries.  
The unit of observation in our analysis is the university, and the sample year is 2000. 
After dropping observations with missing values for any of the variables used in the analysis, 
we end up with 128 universities. This sample covers almost all large 4-year universities and 
around 75% of total government research grants and related expenses. Table 7 reports basic 
summary statistics for variables. The average amount of total research grants per professor from 
government and the private sector is 15 million won with a standard deviation of 26 million 
won. The average amount of government research grants and related subsidies per professor is 
14 million won with a standard deviation of 17 million won. As mentioned earlier, government 
research grants and related expense include general grants for facilities and equipment, which 
are not included in government research grants in the balance sheet of universities. Around 70% 
of government research grants and related expenses come from the Ministry of education and 
HRD. Among the 128 universities in the sample, 25 universities are public, and 52 are located in 
the Seoul metropolitan area. On average, 360 professors teach around 10,000 students. The 
number of SCI articles per professor in 1997 was 0.12 with variation from 0 to 1.97.  
 
Table 7. Summary Statistics, n=128. 
 
Description of variable Notation mean st. dev min max 
Research grant received per professor 
(including private and public sources)
TT/PF 14.98 26.19 0 264.17
Government research grants and related subsidies per 
professor  Gv/Pf 14.08 17.25 1.08 123.39
Research grants and related subsidies from ministry of 
education and HRD per professor Ed/Pf 10.99 14.84 0.58 119.45
    Among them, general programs  EdG/Pf 7.65 10.32 0.58 95.53 
    Among them, special programs  EdS/Pf 3.34 7.36 0 65.99 
Research grants and related subsidies from ministries 
other than ministry of education and HRD per professor OT/Pf 3.09 4.49 0 34.56 
Dummy for public college/universities State 0.20 0.40 0 1 
Dummy for Seoul metropolitan area  Met 0.41 0.49 0 1 
Number of student enrollment StEnr 10,175 7,816 122 33,472
Number of professor Pf 362 281 15 1482 
Number of years since establishment  Year 29 18 4 99 
Number of SCI article per professor SCI 0.12 0.21 0 1.97 
 
Table 8 reports OLS regression results of research grants on various characteristics of 
school. In general, the public university dummy, school size, and SCI are estimated to be 
significant in regressions. Comparison of regression results reveals several interesting patterns 
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about differences among various types of research grants. First, research grants and related 
expenses from the Ministry of education and HRD are more concentrated on public schools than 
that from other ministries and that from the private sector.6 Second, once we control for other 
characteristics, the location of a university in the Seoul metropolitan area is not significantly 
associated with the amount of research grants. Third, large universities tend to receive larger 
grants, perhaps indicating that several large universities are developing into a research 
university. Fourth, school research performance as represented by SCI per professor is strongly 
associated with the amount research grants. This tendency is stronger in the order of research 
grants from the private sector, research grants and related expense from other ministries, those 
from special programs of Ministry of education and HRD, and those from general programs of 
Ministry of education and HRD. This order is exactly what we expected.  
 
Table 8. Co-variates of Government Research Grants, 2000, OLS 
(1) (2) (3) (4) (5) (6)  
ln(TT/Pf) ln(Gv/Pf) ln(Ed/Pf) ln(EdG/Pf) ln(EdS/Pf) ln(OT/Pf) 
Public university  0.510 1.059 1.117 0.962 1.182 0.529 
 (0.167)** (0.115)** (0.112)** (0.102)** (0.157)** (0.131)** 
Metropolitan area  0.076 0.003 -0.021 0.063 -0.190 0.045 
 (0.139) (0.096) (0.094) (0.085) (0.131) (0.109) 
Established year -0.005 -0.001 0.000 0.000 0.001 0.000 
 (0.005) (0.003) (0.003) (0.003) (0.004) (0.004) 
Log (no. of student) 0.655 0.195 0.088 0.046 0.199 0.377 
 (0.077)** (0.053)** (0.052)+ (0.047) (0.072)** (0.060)** 
SCI 2.349 1.524 1.237 0.516 1.877 1.980 
 (0.306)** (0.209)** (0.205)** (0.186)** (0.287)** (0.239)** 
Constant -3.898 0.283 1.012 1.247 -1.250 -2.696 
 (0.618)** (0.423) (0.415)* (0.375)** (0.579)* (0.482)** 
Observations 128 128 128 128 128 128 
Adjusted R-squared 0.648 0.638 0.600 0.487 0.571 0.630 
Standard errors in parentheses 
+ significant at 10%; * significant at 5%; ** significant at 1% 
 
 
4.2 effectiveness of research grants 
 
  
                                                          
6 One can infer the coefficient for the private sector by comparing the coefficient for the total amount 
from the government and the private sector in column (1) and the amount from the government in column 
(2). 
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Ultimate goal of research grants to universities is to encourage researchers in 
universities to improve their research performance. In this section, we empirically examine how 
research performance measured by the number of publications in academic journals is 
correlated with government research grants. Note that some government grants have multiple 
purposes better education, occupational training, industry-university cooperation as well as 
research.  
 
We examine how changes in research performance from 1999 to 2002 as measured by 
the number of NCR publication per professor is correlated with government grants in 2000. 
Data limitation forces us to use government grants in 2000, instead of 1999. Note that we 
examine the changes in research performance not the level of performance to disentangle the 
effect of government grants. NCR is an combined measure of SCI for engineering and natural 
science, SSCI for social science, and AHCI for humanity.  
 
As independent variables, in addition to the amount of government grants we include 
various school characteristics: location of university, dummy for public university, type of 
university, student per professor, size of school represented by (the log of) the number of student. 
Summary statistics are reported in table 9. The dependent variable, the number of NCR per 
professor, increased dramatically from 0.08 in 1995, 0.18 in 1999, to 0.29 in 2002. The variation 
in NCR per professor across schools are very large.  
Main regression results in tables 10 and 11 can be summarized as follows. First, 
universities in the Seoul Metropolitan area improved their research performance more than 
others. Second, universities with better research environment in terms of students per professor 
perform better. Third, public universities improved more, though significant only at 10%. 
Finally, some programs are positively correlated with improvement in performance, while 
others not. Natural science support program of BK 21, KRF research grants, and research grants 
from other ministries are positively correlated with changes in research performance. General 
institution-based research grants and other programs are not correlated with performance 
improvement, implying researcher-based financing better than institution-based financing.  
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Table 9. Summary statistics for performance regressions 
Variable Notation sum mean St. 
dev. 
min max 
NCR per professor, 2002 NCR02R - 0.29 0.70 0 6.72 
NCR per professor, 1999 NCR99R - 0.18 0.46 0 4.14 
NCR per professor, 1995 NCR95R - 0.08 0.28 0 3.14 
Change in NCR per professor NCR0299 - 0.11 0.35 -0.11 4.35 
Dummy for public university D_State 35 0.20 0.40 0 1 
Dummy for Seoul D_Met 61 0.35 0.48 0 1 
Dummy for general  D_Gen 154 0.90 0.31 0 1 
Dummy for industry university D_Ind 18 0.10 0.31 0 1 
No. of students StEnr 1,406,344 8,176 7,527 28 33,479 
Student per professor StuProf 29.59 10.42 1.44 52.15 
No. of professor NoProf 47,427 275 278 7 1,660 
Fraction of professor, natural science NoProfA - 13.91 12.74 0 81.82 
Fraction of professor, engineering NoProfB - 23.11 22.91 0 100 
Fraction of professor, social science NoProfC - 43.90 24.52 0 100 
Fraction of professor, art and athlete NoProfD - 12.29 16.51 0 100 
Fraction of professor, medical  NoProfE - 6.78 15.07 0 97.87 
M of Edu, BK21, 2000 Ed30_00 195,186 1,135 7,332 0 94,700 
M of Edu, BK21, 2001 Ed30_01 164,487 956 5,126 0 64,800 
M of Edu, BK21, 2002 Ed30_02 130,312 758 3,300 0 39,500 
 M of Edu, BK21 – natural sci. Ed302_00 11,000 64 269 0 2,040 
 M of Edu, BK21 – facility Ed303_00 86,952 506 3,440 0 42,200 
 M of Edu, BK21 – social & hum Ed304_00 50,000 291 3,812 0 50,000 
 M of Edu, BK21 – regional univ. Ed305_00 10,000 58 308 0 2,520 
 M of Edu, BK21 – core research Ed306_00 48,234 280 692 0 3,313 
 M of Edu, BK21 – specialization Ed301_00 37,954 221 583 0 3,870 
M of Edu, KRF, 2000 Ed11_00 110,251 641 1,317 0 8,107 
M of Edu, KRF, 2001 Ed11_01 150,878 877 8,575 0 113,000 
M of Edu, KRF, 2002 Ed11_02 169,559 986 2,113 0 17,300 
  Excellent research, 2002  Ed113_02 25,185 146 290 0 2,271 
  Joint research, 2002 Ed114_02 36,600 213 412 0 2,226 
  Base science, 2002 Ed115_02 94,834 551 1,248 0 10,800 
  Protected sci, 2002 Ed116_02 4,684 27 54 0 442 
  Regional uni, 2002 Ed117_02 3,233 19 38 0 277 
  Graduate school, 2002 Ed118_02 10,958 64 274 0 2,020 
Diversity and specialization, 2000 Ed12_00 41,449 241 274 0 1,400 
Facility for private uni, 2000 Ed13_00 72,427 421 486 0 2,000 
National uni, experiment  Ed14_00 101,706 591 1,667 0 10,900 
University research institute Ed22_01 14,850 86 237 0 2,170 
Performance pay to national uni Ed25_00 18,005 105 304 0 2,239 
Specialization for regional uni Ed27_00 14,475 84 211 0 900 
Educational reform  Ed28_00 14,650 85 225 0 780 
MOST, designated res ins, 2000 ST17_00 16,760 97 392 0 3,758 
MOST, designated res ins, 2001 ST17_01 26,548 154 641 0 6,039 
MOST, designated res ins, 2002 ST17_02 22,414 130 576 0 6,446 
MOIC, research support, 2001 IC15_01 47,951 279 458 0 2,275 
MoH, research support, 2000 HM14_00 26,506 154 717 0 7,743 
MoH, research support, 2001 HM14_01 35,024 204 938 0 10,800 
MoH, research support, 2002 HM14_02 30,173 175 723 0 7,770 
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Table 10. Baseline regressions for research performance regressions  
Dependent variable is … NCR2002- 
NCR1999 
NCR 2002 NCR 1999 NCR 1995 NCR2002- 
NCR1995 
Dummy for public university 0.033 0.088 0.055 0.026 0.062 
 (0.019)+ (0.048)+ (0.040) (0.029) (0.035)+ 
Dummy for Seoul metro 0.027 0.083 0.056 0.023 0.060 
 (0.015)+ (0.037)* (0.031)+ (0.022) (0.027)* 
Dummy for general university 0.054 0.127 0.073 0.039 0.088 
 (0.025)* (0.062)* (0.052) (0.038) (0.046)+ 
Log(students) 0.005 0.076 0.072 0.049 0.027 
 (0.008) (0.020)** (0.017)** (0.012)** (0.015)+ 
Student per professor -0.002 -0.012 -0.010 -0.007 -0.006 
 (0.001)+ (0.003)** (0.002)** (0.002)** (0.002)** 
Fraction of professor, engineering 0.000 0.000 0.000 0.000 0.000 
 (0.001) (0.002) (0.001) (0.001) (0.001) 
Fraction of professor, social science -0.002 -0.004 -0.003 -0.001 -0.003 
 (0.001)** (0.002)** (0.001)* (0.001) (0.001)** 
Fraction of professor, art and athlete -0.002 -0.005 -0.004 -0.002 -0.003 
 (0.001)* (0.002)** (0.001)* (0.001)+ (0.001)** 
Fraction of professor, medical  0.000 -0.003 -0.003 -0.002 -0.001 
 (0.001) (0.002) (0.002) (0.001)* (0.001) 
Constant 0.111 0.045 -0.065 -0.092 0.137 
 (0.082) (0.206) (0.172) (0.124) (0.151) 
No. of obs 172 172 172 172 172 
R-squared  0.277 0.432 0.359 0.229 0.351 
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Table 11. Regressions for research performance regressions, for each program  
 (1) (2) (3) (4) 
 '02 NCR 
-‘99NCR 
'99 NCR '02NCR '02 NCR 
-‘95NCR 
M of Edu BK21 total, 2000 0.009 0.034 0.025 0.020 
 (0.002)** (0.006)** (0.005)** (0.004)** 
M of Edu BK21 total, 2001 0.011 0.038 0.027 0.023 
 (0.002)** (0.006)** (0.005)** (0.004)** 
M of Edu BK21 total, 2002 0.011 0.038 0.027 0.023 
 (0.002)** (0.006)** (0.005)** (0.004)** 
   BK21- natural science, 2000 0.013 0.073 0.059 0.039 
 (0.003)** (0.006)** (0.005)** (0.005)** 
   BK21-social and humanity, 2000 0.008 0.029 0.021 0.017 
 (0.004)+ (0.010)** (0.009)* (0.008)* 
   BK21-regional university, 2000 0.002 -0.018 -0.020 -0.007 
 (0.003) (0.007)* (0.006)** (0.005) 
   BK21-core, 2000 0.007 0.036 0.029 0.014 
 (0.003)* (0.007)** (0.006)** (0.005)** 
   BK21-specialization, 2000 0.005 0.009 0.004 0.007 
 (0.004) (0.010) (0.008) (0.007) 
KRF-general+specialization, 2000 0.008 0.023 0.014 0.016 
 (0.003)** (0.008)** (0.007)* (0.006)** 
KRF-general+specialization, 2001 0.008 0.015 0.007 0.013 
 (0.003)* (0.009)+ (0.007) (0.006)* 
KRF-general+specialization, 2002 0.007 0.023 0.016 0.017 
 (0.003)* (0.008)** (0.006)* (0.006)** 
    Excellent researcher 0.013 0.028 0.016 0.023 
 (0.003)** (0.008)** (0.007)* (0.006)** 
  Joint research projects 0.012 0.026 0.013 0.021 
 (0.003)** (0.007)** (0.006)* (0.005)** 
    Base science  0.004 0.024 0.021 0.015 
 (0.003) (0.007)** (0.006)** (0.005)** 
  Protected science  0.003 0.009 0.007 0.005 
 (0.003) (0.008) (0.007) (0.006) 
    Regional university -0.004 -0.035 -0.030 -0.016 
 (0.004) (0.009)** (0.008)** (0.007)* 
    Graduate school  0.005 0.008 0.003 0.007 
 (0.004) (0.010) (0.008) (0.007) 
M of Edu -Diversity and specialization, 2000 -0.008 -0.066 -0.059 -0.036 
 (0.005) (0.012)** (0.010)** (0.009)** 
M of Edu –facility for private universities, 2000 -0.007 0.003 0.009 0.000 
 (0.004) (0.010) (0.009) (0.008) 
M of Edu – experiment facility for national uni -0.011 -0.070 -0.059 -0.039 
 (0.005)* (0.012)** (0.010)** (0.009)** 
M of Edu – research institute, 2001 0.004 0.016 0.012 0.008 
2001 (0.003) (0.007)* (0.006)* (0.005)+ 
M of Edu – performance pay to national uni, 2000 -0.013 -0.086 -0.073 -0.047 
 (0.006)* (0.015)** (0.012)** (0.011)** 
M of Edu – specialization for regional uni, 2000 -0.002 -0.010 -0.008 -0.004 
 (0.003) (0.007) (0.006) (0.005) 
M of Edu – educational reform, 2000 0.002 0.016 0.013 0.007 
 (0.003) (0.007)* (0.006)* (0.005) 
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Table 11. Regressions for research performance regressions, for each program  
 (1) (2) (3) (4) 
 '02 NCR 
-‘99NCR 
'99 NCR '02NCR '02 NCR 
-‘95NCR 
MoST, designated research institute, 2000 0.007 0.031 0.024 0.016 
 (0.003)* (0.008)** (0.007)** (0.006)** 
MoST, designated research institute, 2001 0.009 0.035 0.026 0.020 
 (0.003)** (0.008)** (0.007)** (0.006)** 
MoST, designated research institute, 2002 0.006 0.030 0.024 0.016 
 (0.003)+ (0.008)** (0.007)** (0.006)** 
MoIC, research support, 2001 0.004 0.005 0.001 0.004 
 (0.002)+ (0.005) (0.004) (0.004) 
M of Health – research support, 2000 0.012 0.036 0.024 0.022 
 (0.004)** (0.009)** (0.008)** (0.007)** 
M of Health – research support, 2001 0.010 0.033 0.023 0.019 
 (0.004)** (0.009)** (0.007)** (0.007)** 
M of Health – research support, 2002 0.009 0.019 0.010 0.012 
 (0.003)** (0.008)* (0.006) (0.006)* 
 
 
5. Recent government reform efforts on HRD  
 
 In 2000, coordination committee for human resource development (Committee for 
HRD) was formed. This committee is chaired by minister of ministry education and human 
resource development, and consists of ministers of eight human resource development 
ministries.  
 
 This formation of coordination committed is tightly connected to public finance 
reforms. Three major components of public finance reforms in process are performance-based 
public finance, multi-year budgeting, and top-down system. Top-down system decentralizes 
budgeting to each ministry or coordination committee from the central budget ministry. At the 
same time it strengthen the responsibility of ministry. In this line, coordination of HRD budget 
across ministries becomes a responsibility of Committee for HRD.  
 
6. Summary and Reform Agenda 
 
As a country transitions from a mass-production economy to a knowledge-based 
economy, the education system also needs to transforms itself accordingly. Knowledge-based 
economy demands that primary and secondary education focus more on excellence and 
creativity than on generality, and that tertiary education provide competitive high-quality 
education and research. In this overview article, we document education finance in Korea and 
perform a comparative study on the tertiary education finance system in Korea, the US, and the 
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UK.  
 
[decentralization] The primary and secondary education finance system in Korea is 
highly centralized, and equity consideration has been the top priority in deciding the direction of 
education policy. Only since the mid-1990s, have various reform measures for decentralization, 
increase in education budget, allowance of special schools, etc. been taken. In 2001, two 
important measures for decentralization have been implemented. Education taxes surtaxed on 
local taxes have been delegated to local governments, and implementation of school-based 
accounting systems began in 2001.  
 
[school choice] Along with decentralization, accountability should be strengthened. 
Accountability to students/parents should be emphasized rather than accountability to upper 
administration units. To strengthen accountability to education demand, school choice and a 
school board of directors needs to be strengthened. Given generality of primary and secondary 
education and the strong egalitarian tradition of Korea, a weak form of school choice is 
preferred, such as allowing students/parents to list preferential schools in their school district, 
and select among applicants not by exam but by lottery. A school board of directors, introduced 
in 1995, needs to be strengthened, including the right to approve school budget.  
 
Most research grants have been directed to institutions or universities rather than to 
individual researchers, and scholarships and student loans from the government have been 
insignificant amounts.  
 
Policy recommendations for tertiary education can be summarized in the following 
four points. The perspective we take in deriving the policy recommendations is that the market-
based university finance system in the US works better than the UK system where the 
government plays an active role in allocating funds among universities. 
  
[expansion of public funding of tertiary education] The first recommendation is public 
funding for tertiary education should be increased. The ratio of public expenditure on tertiary 
education to GDP in Korea is significantly lower than other OECD countries. We need more 
competitive universities/colleges to survive international competition in knowledge-based 
economy.  
 
[coordination mechanism for various government support for tertiary education] 
Second, a coordination mechanism for tertiary education finance from various ministries needs 
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to be set up. In Korea, tertiary education finance coordination among various ministries has 
been poor. A coordination mechanism, called Committee for Human Resource Development 
(CHRD), was set up two year ago. CHRD is chaired by vice prime minister and encompass all 
ministries. Decentralization public budget system is on process, the main aspect of which is to 
enhance autonomy and accountability of ministries and committee on budget allocation. “Top-
down system,” “Performance-based budget,” and “Mid-term  
 
[demand-side financing for tertiary education I] Third, the government scholarship and 
student loan program needs to be expanded.  
 
[demand-side financing for tertiary education II] Fourth, research grants to individual 
researchers and research team instead of school-unit funding should be used to finance research 
in universities.  
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